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ELECTION OF NATIONAL BANK DIRECTORS 


THURSDAY, APRIL 29, 1954 


Unitep STATES SENATE, 
SUBCOMMITTEE ON FEDERAL ReseRVE MATTERS 
OF THE BANKING AND CURRENCY COMMITTEF, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:30 a. m., room 357, 
Senate Office Building, Senator Joha W. Bricker (chairman) presiding. 

Present: Senators Bricker and Robertson. 

Senator Bricker. The hearing this morning is on a bill by Senator 
Robertson to remove from the National Banking Act the right of the 
cumulative voting of shares of stock and the election of directors of 
national banking associations. 

Did you want to make a statement, Senator Robertson? 

Senator Ronerrson. I would like to make a brief statement. In 
the first place, the bill is only nine lines long. I ask unanimous consent 
to have it printed in the record. 

Senator Bricker. It will be done. 

(The bill referred to follows:) 


[S. 3158, 83d Cong., 2d sess.] 


A BILL To eliminate cum ilative voting of shares of stock in the election of directors of national banking 
asso“1ations 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first sentence of section 5144 of the Re- 
vised Statutes, as amended (12 U. 8. C. 61), is amended by striking out ‘‘or to 
cumulate such shares and give one candidate as many votes as the number of 
directors multiplied by the number of his shaves shall equal, or to distribute them 
on the same principle among as many candidates as he shall think fit;’’ 

Senator Ropgrrson. The National Banking Act was first enacted 
in 1866 and had no provision in it for cumulative voting. In 1933 the 
Glass bill was before the Banking and Currency Committee to revise 
the act. At that time one of the prominent bankers of the Nation 
felt that cumulative voting would be of personal benefit to him and 
proposed to the American Bankers Association that they endorse the 
provisions of cumulative voting. 

That was considered by the American Bankers Association and 
unanimously turned down. But this particular banker appeared to 
have enough influence to have gotten a sentence in that bill of 1933, 
because the independent bankers who would be most affected didn’t 
appreciate how the provision was going to operate. The large 
metropolitan banks were more or less indifferent because they didn’t 
think, for instance, if they had 10 directors any 1 man could take 
one-tenth of the stock of a big bank and put himself on the board 
over the objection of the other directors and the overwhelming 
majority of stockholders. 
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The witness that has the greatest familiarity with that matter is 
here representing a bank in Pennsylvania. He has been a banker 
himself. He is interested in the welfare of the small banks. He was 
a member of the American Bankers Association group when this 
matter was first presented to them, and knows when they turned it 
down, what the arguments were, and why they turned it down. He 
knows who sponsored it and why he sponsored it. He can tell you 
how it worked for the banker who did sponsor it. He can tell how 
it has worked to the disadvantage of small banks in Pennsylvania and 
elsewhere since that time Then we can follow his testimons with 
other representatives of banks who have had unfavorable experiences 
with this provision and therefore want to see it taken out. 

| was pleased to receive yesterday a telegram saying that the 
Independent Bankers Association were unanimously in favor of this 
bill. I ask permission that that telegram may be inserted in the 
record 

Senator Bricker. Yes. Without objection, we will place that 
and the following in the record: A telegram to myself from William 
Stern, president of the Dakota National Bank; a report addressed to 
the Honorable Homer E. Capehart, chairman of the Committee on 
Banking and Currency, from A. N. Overby, Acting Secretary of the 
Treasury, dated April 28, 1954; a report addressed to Mr. Ira Dixon, 
clerk of the Committee on Banking and Currency, from H. E. Cook, 
Chairman of the Federal Deposit Insurance Corporation, dated 
March 31, 1954; and a report addressed to the Honorable Homer E. 
Capehart, chairman of the Committee on Banking and Currency, 
from William MeC. Martin, Jr., of the Federal Reserve System, 
dated April 29, 1954. 

The material referred to follows:) 


Detroit, Micu., April 28, 1954. 


Senator WiLLtIs RoBERTSON 
Senate Office Building: 
Independent Bank As ition board in session today unanimously supports 
V¢ Ps i» >Los 


INDEPENDENT BANKERS ASSOCIATION, 
BEN Dr Bors Se retary. 


Faraco, N. Dak., April 28, 1954. 
Senator JoHN W. BRICKER, 
Senate O fhice R ldir 7 VW ashington, dD 2 
With reference to Senate bill 3158 as a banker I believe accumulative voting 


sound practice in the banking business 


8 


WILLIAM STERN, 
President, the Dakota National Bank. 


TREASURY DEPARTMENT, April 28, 1954. 
Hon. Homer E. Caprenart, 
Chairman, Committee on Ranking and Currency, 
"> ed States Senate. VW ashington, 19: 1¢5 

My Dear Mr. CHarrMAN: Reference is made to the request from the clerk of 
vour committee for the views of this Department on S. 3158, to eliminate ecumu- 
lative voting of shares of stock in the election of directors of national banking 
associations \ similar request was addressed to the Comptroller of the Currency 
and this report is in reply to both requests. 

The provision of existing law making it mandatory that every shareholder of 
a national bank be permitted to exercise cumulative voting for the election of 
directors was enacted as a part of the Banking Act of 1933. The Department is 
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aware of no instances in which cumulative voting has proved to be a beneficial 
force in the affairs of national banks. Cumulative voting does, of course, facil- 
itate the election of undesirable individuals to the directorates of banks against 
the wishes and best judgment of the majority — of the stock. When we 
consider the paramount importance of maintaining a bank’s affairs on a confi- 
dentia! basis, plus the protection afforded to both ee and minority stock 
interests growing out of regular examinations by the Office of the Comptroller of 
the Currency, we believe it is unwise and unnecessary to continue a statute 
providing for mandatory cumulative voting. 

The Department favors the enactment of the proposed legislation but recom- 
mends that it be amended so that the shareholders of any national bank, through 
its articles of association or an amendment thereto, may be permitted to use 
cumulative voting in the election of directors. This means that if the share- 
holders owning 51 percent or more of the stock of a national bank desire to adopt 
the p ~— le of cumulative voting, they may do so. 

7 Department has been advised by the Bureau of the Budget that there is 
no - jection to the submission of this report to your committee. 

Very truly yours, 
\. N. OvERBY, 
Acting Secretary of the Treas iry. 


FEDERAL Deposit INSURANCE CORPORATION, 
Washington 25, March 31, 1954. 
Mr. Ira Dixon, 
Clerk, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear Mr. Drxon: I have your letter of March 29, in which you request an 
opinion as to the merits of 8. 3158. 

Our staff has considered the provisions of the proposed amendment contained 
in this bill, the effect of which is to eliminate cumulative voting of shares of stock 
in national banks. 

The right to cumulative voting has been authorized by the statutes of several 
States, and in other instances, it has been made permissible pursuant to appropriate 
bylaw provisions, as a means of affording minority interests a voice in the affairs 
of the Corporation. We have found in a few isolated instances that this liber- 
alization in favor of minorities has brought dissension and disunity into the 
corporate affairs, and has been contrary to the best interests of the particular 
bank. ‘Thus, neither the present statute permitting cumulative voting, nor the 
proposed statute eliminating it, is completely without fault. 

Accordingly, this Corporation is neutral in reference to the proposed amend- 
ment, and certainly it would interpose no objection to the enactment of this bill. 

Sincerely yours, 
H. E. Coox, Chairman. 


BoarD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, April 29, 1954. 
Hon. Homer E, Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

My Dear Mr. CHaArrMAN: This is in response to your committee’s request, 
a ated March 29, for the opinion of the Board of Governors as to the merits of 

3158, a bill to eliminate cumulative voting of shares of stock in the election of 
y Tieton of national banking associations. 

Cumulative voting for directors of corporations, which is provided for in the 
constitutions of a number of States and by statute in other States, is based on 
the principle that minority representation, or proportional representation, on 
boards of directors is desirable. Through cumulative voting, minority share- 
holders may be enabled to elect one or more directors, whereas in the absence 
of cumulative voting the majority shareholders could elect all the directors so 
that a substantial minority which might not be in agreement with the policies 
and point of view of the majority could be prevented from presenting its views 
and otherwise participating in the direction of the corporation’s affairs. 

The provision regarding cumulative voting by shareholders of national banks 
has been a part of the Federal statutes for over 20 years, and while the Board 
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has not had direct supervision of the operation of the statute, as has the Comp- 
troller of the Currency, it is the Board’s opinion that the principle underlying 
cumulative voting—namely, permitting substantial minority groups of share- 
holders to be represented on the board of directors—is a sound one. Accordingly, 
the Board feels that the statute should not be amended in the manner proposed 
by 8. 3158 unless it is established to the satisfaction of your committee and the 
Congress that results in actual operation have been so unfavorable that repeal 
of the provision is clearly advisable. 

The Budget Bureau has advised that it has no objection to the submission of 
this report. 

Sincerely yours, 
Wm. McC. Martin, Jr. 

Senator Bricker. Any other letters and telegrams which are re- 
ceived may be made a part of the record. 

Senator Ropertrson. | suggest that we call as a first witness this 
morning Mr. Charles F. Zimmerman. 

Senator Bricker. I understand that the Comptroller of the Cur- 
rency is here and wants to testify and get back. If there is no objec- 
tion, we will call Mr. Gidney at this time. 


STATEMENT OF RAY M. GIDNEY, COMPTROLLER OF THE 
CURRENCY 


Mr. Groney. Mr. Chairman, I am Ray Gidney, Comptroller of the 
Currency. This isa bill which is favored by the national bank division 
of the American Bankers Association. The Treasury Department and 
the Cflice of the Comptroller of the Currency have given consideration 
to it and are in favor of eliminating the provision of law making cumu- 
lative voting in the election of directors of national banks mandatory. 

Senator Ropertrson. May I interrupt you? For the benefit of any 
Members of Congress who are not familiar with the technical language 
of the banking laws, would vou explain just in a few words what 
cumulative voting means? 

Mr. Gipney. Yes, sir. We have thought it desirable to put in a 
little illustration on that. The existing provision of law on this subject 
was originally enacted as a part of the Banking Act of 1933. It is 
considered worthwhile to briefly explain how cumulative voting works 
under the existing statute. 

We will take a typical case of a national bank with a board of 
directors consisting of 10 members and a capital account of $100,000, 
represented by 1,000 shares. At the election, 1 shareholder owning 
91 shares, cumulates his 910 votes, 10 directors to be multiplied by 
91 shares, so as to cast 910 votes for 1 candidate. The remaining 
majority shareholders, owning 909 shares, cast 909 votes for each of 
10 other candidates. 

In this situation the 1 candidate who received 910 votes would be 
elected. None of the 10 candidates who received 909 votes each 
would be elected to the remaining 9 directorships. A second ballot 
should be held to elect 9 directors, and in this second ballot the shares 
which were voted for the 1 director elected on the first ballot could 
not be voted. 

Senator Rorertson. May I interrupt you to say that the House 
of Representatives will be well aware of what that means because on 
the Democratic side the only committee members who are elected by 
caucus are the members of the Ways and Means Committee. 

The Rules of the House provide that no ballot will be counted unless 
it is cast for every vacancy that will be filled. If there are 5 vacancies 
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to be filled, you have to vote for 5 candidates or the ballot won’t be 
counted for any of them. In other words, they don’t want any part 
of cumulative voting when they are selecting their own committees. 
You may proceed. 

Mr. Gipney. In other words, on the second ballot, and any subse- 
quent ballots which prove necessary, a stockholder is not entitled to 
vote shares which he has already fully cumulated and voted in favor 
of a successful candidate. It is obvious that with a smaller board of 
directors, 5 for example, an individual would need 167 shares out of 
1,000 shares to assure his election on a 5-man board. Thus there is 
a tendency to keep the number of board members at a lower figure 
when it is considered that an unwanted individual might otherwise 
be able to elect himself to the board through cumulative voting. 

We believe that a national »ank can best be operated where there 
is a high degree of unity in the directorate and in the official staff. 
The successful operation of any bank depends upon confidence—con- 
fidence of stockholders in the management, confidence of different 
members of the management body in each other, and confidence of the 
depositors and the community in the bank as an organization. Con- 
fidence is not engendered by having a minority group force itself on 
the directorate of a bank by the use of the cumulative voting provi- 
sion, and in cases where such an end has been accomplished it has 
been the usual experience that the party or parties thus added to the 
boards have pursued a course of troublemaking, thereby lessening 
the mutual confidence of the directorate and the confidence of the 
staff in the directorate, and in some cases, the confidence of the com- 
munity in the bank. We believe, on the whole, that the provision 
has not served a useful purpose and we would be quite willing to see 
it eliminated or made permissive. 

We are informed that some 20 States have a mandatory provision 
for cumulative voting in the election of general corporation directors. 
We also understand that 20 States have provision for making cumula- 
tive voting for directors permissive, that is, a particular corporation 
may by action of its stockholders provide for cumulative voting. 
Even if cumulative voting is considered to be desirable for general 
corporations we believe that a distinction can and should be drawn 
between the management problems of such general corporations and 
those of banking institutions. 

National banks are supervised by the office of the Comptroller and 
violations of law or actions not in the best interests of the stockholders 
are reported to the Comptroller by his examiners and corrective action 
is required by his office. 

As I have said, unity of management is most important for banks 
because of the confidential character of their functions, and the un- 
favorable effects which usually accompany any rift in the managing 
body. ‘Those who are charged with the responsibility of managing 
a bank need to give full attention to operating it in a sound manner 
without lowering effectiveness through factional division. They 
should be able to give their full attention to running their banks in 
a manner which will give sound and full service to depositors and 
borrowers, while keeping the bank in a sound condition. ‘This can 
best be accomplished by having a harmonious board which is selected 
by the majority of the stockholders. We believe that this view will 
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be shared by practically all of those engaged in the banking profession 
at the present time whether as directors or officers. 

For the reasons stated, we are not opposed to enactment of S. 3158. 
However, we would recommend that it be amended to make cumula- 
tive voting optional with each bank. In other words, we would permit 
national banks which desire to adopt cumulative voting to do so by 
amending their articles of association to so provide. 

That is the statement I wish to make. We have some material here 
that we have gathered, and a memorandum showing the status of the 
laws of the different States as to the use of this type of provision for 
the State banks. 

Senator Bricker. Both the exhibits will be made a part of the 
record, 

Mr. Grpney. That was the idea. 

The material referred to follows:) 


Necessary ‘ 
, . |shares to elect Maximum 
Number of majority 


Number shares 1 director via 


board cumulative oe 
voting andidate 
1,000 167 shares 
835 votes 833 
1,000 a ed pa es ee Sis ; 6 143 shares 
<6 
858 votes 857 
1,00 ‘ i 7 126 shares 
882 votes 874 
1.0 . - . --- . 8 112 shares 
xX 
896 votes 888 
1,000 ss ‘ 9 101 shares 
| «9 
909 votes 899 
1,006 a a 7 earnest 10 91 shares 
X10 
| 910 votes | 909 
1,00 15 | 63 shares | 
X15 
| 
} 315 
| | 
63 
= 
| 945 votes | 937 
1,000 25 39 shares 
X2. 
195 
78 
975 votes 961 


It must be remembered that at an average shareholders’ meeting to elect direc- 
tors, it is a rarity to have all of a bank’s shares voted, either by proxy or in person. 
Normally, the vote cast in smaller banks is between 70 percent and 90 percent of 
the total shares. The vote in larger institutions is usually an even smaller 
percentage of the total shares. Assuming only 70 percent of the shares were 
voted, or 700 out of 1,000 shares, to elect a 10-man board, an individual owning 
only 64 shares would be assured of electing himself to the directorate. On a 
25-man board, with only 70 percent of the 1,000 shares represented, a man with 


> 





27 shares would be assured of election. 
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State banks and cumulative voting 


States with laws prohibiting cumulative voting_______________________- 8 
States with mandatory cumulative voting laws eda aaiede Gilet eat i 4 
States with permissive cumulative voting laws i aa cs 4 
States with no laws on subject ? es 132 
RECAPITULATION 

States with laws prohibiting or without laws re cumulative voting: 
With bank law prohibiting ; seh aici Nala ah aa Mn at ai 28 
Corporation law silent____ : ; ; as si 37 
POM eas : ee eate i 15 


States with mandatory cumulative voting laws: 
Sank law iy 44 


Corporation law ae . . 512 
Total : ae Rite we 16 


States with permissive cumulative voting laws: 
Bank law ; : ; ee ane 64 


Corporation law . 5 | ae 
Bee ee ee Oe eg ee ee ey i ae 
Total . . ‘ io wack win eee - 17 
1! In some of these States the provisions of State law dealing with the election of directors of corporations 
may apply also to bank Of these States 12 make cumulative voting mandatory, 13 are on a permissive 
basis i opted by the shareholders, and 7 have no provisions dealing with cumulative voting. To sum- 
marize, and assuming the corpcration laws are applicable to State banks 
States with no laws—banks unable to exercise cumulative voting 7 
State with mandatcry cumulative voting for corporations 12 
States with permissive cumulative voting for corporations 13 
2 Delaware, Louisiana, Michigan, New Jersey, South Dakota, Texas, Was*ington, Wisconsin. 
? Alabama, Connecticut, Georgia, Iowa, Massachusetts, New Hampsbire, Oregor 
4 Illinois, Pennsylvania, Wyoming, Kansas 
§ Arizona, Arkansas, California, Idaho, Kentucky, Mississippi, Missouri, Montana, Nebraska, North 
Dakota, South Carolir West Virginia. 
6 New York, O} io, Oklahoma, Roe Island 
7 Coloralo, Florida, Indiana, Maine, Minnesota, Nevada, New Mexico, North Carolina, Maryland, 


i 
1 
Tennessee, Utah, Vermont, Virginia 


Senator Ronerrson. With this amendment, each bank when it 
adopts its bylaws by majority vote can authorize cumulative voting, 
if the majority see fit. 

Mr. Gipnry. We would recommend that. 

Senator Bricker. Thank you very much, Mr. Gidney. We ap- 
preciate your coming over. 

We will call as our next witness Mr. Joseph E. Healy, president, 
Citizens National Bank, Hampton, Va. Mr. Healy, I think you 
want to get away. 


STATEMENT OF JOSEPH E. HEALY, AMERICAN BANKERS 
ASSOCIATION 


Mr. Heary. I think Mr. Gunderson with me wants to get away. 
I am not in any hurry. I am interested in the matter before the 
committee, and I appreciate being called. My name is Joseph E. 
Healy. Iam president of the Citizens National Bank, Hampton, Va., 
and chairman of the Federal legislative committee of the national 
bank division of the American Bankers Association. It is my privilege 
to testify on behalf of the American Bankers Association in connection 
with Senate bill 3158 to eliminate cumulative voting of shares of stock 
for the election of directors of national banking associations. 
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We believe that the existing law relating to cumulative voting in 
the Banking Act of 1933, if used, would not be conducive to the 
harmonious and successful operation of national banking associations. 
The argument that the provision affords minority shareholders the 
right to vote their shares in such manner as to obtain representation 
on the board of directors of their bank is open to question. As a 
matter of i et, mM the S¢ lection of directors care is usually exercised by 
practically all banks to secure the services of representatives of the 
business and professional groups in the community. This includes 
many minority interests 

If 1 may be permitted to deviate from my written statement, I 
would like to emphasize that. 1 would like to emphasize it by saying 
that in our bank in the city of Hampton, in order to give representa- 
tion to what we consider every interest in the community, we have on 
three occasions elected directors to our board that | myself had to sell 
them stock in order that they might qualify. I think that is true, 
gentlemen, of a great many banks, in smaller communities. We 
naturally go out to try to see that a representative of every group in 
our community is represented on our board, if such is possible. But, 
of course, we take care to see that those men are men of standing, and 
men who are interested not only in the bank but in the community. 

Senator Ronertson. I may add, Mr. Chairman, that my recollec- 
tion is that Hampton is the fourth oldest city in Virginia. 

Mr. Heaty. Hampton is part of that industrial area known as 
Hampton Roads. We have large shipping interests and the largest 
naval base in the world. 

Deviating again, as Senator Robertson has just said, we are the 
oldest continuous English-speaking settlement in America. We date 
from 1610. Jamestown, as you know, was not inhabited during a 
part of that time. 

The arguments against the present cumulative voting statute carry 
greater weight for the following reasons: 

The absolute right now given to shareholders to vote stock on a 
cumulative basis permits an irresponsible or unqualified individual, or 
one whose motives and interests might be in conflict with the best 
interests of the bank or the community to acquire sufficient shares of 
stock in a national banking association and by means of cumulative 
voting of such shares, assure his election to the board of directors for 
his personal purposes. Situations have arisen where such minority 
shareholder elected as a director has conducted himself in a manner 
that has obstructed the orderly conduct of business of the board or has 
spread in the community confidential information about the business 
of the bank and its customers. Such directors elected through cumu- 
lative voting have on occasion turned the board meetings into forums 
for discussions of personalities and matters detrimental to the har- 
monious operation of a sound bank. The responsibilities of the mem- 
bers of the board of directors are such that any serious discord or 
friction might shake the confidence of other shareholders, the deposi- 
tors and the public generally. This is especially true in smaller 
communities. 

The present cumulative voting provision can under certain cir- 
cumstances give a majority representation on the board of directors 
of a national banking association to a minority group and thus 
obstruct the carrying out of the objectives of the majority share- 
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holders. This can be best pointed out by quoting from Ballantine, 
Law of Corporation, page 404: “An unwary majority may find that 
a vigilant minority has deprived the majority of control, if they 
spread their votes over too many offices. If there are 1,000 shares 
outstanding and 10 directors to be elected, and 1 person holds 600 
shares he should be able to elect a majority of the directors. If, 
however, he casts 600 votes straight for each one of 10 candidates, 
and if the we minority shares cumulate their 4,000 votes on 6 candi- 
dates, they can give each of the 6, 666.6 votes. The minority will 
thus elect 6 of the directors and the majority will elect only 4 direc- 
tors.” This is cited in Dulin v. Pacifie Wood & Coal Co. (103 Calif. 
357): Schwartz v. State (61 Ohio St. 497): Pierce v. Commonwealth 
(104 Pa. St. 150). 

Here is another serious thing about this. The percentage of shares 
held by the minority desiring to gain control of the board of directors 
need not be 40 percent as cited above but could be for a lesser per- 
centage due to the fact that in larger banks with wide distribution 
of share ownership many shareholders are negligent or indifferent in 
connection with fulfilling their voting prerogatives. 

As an illustration, and again leaving my prepared statement, if 
only 55 percent of the stock should be represented at a stockholders 
meeting, then 35 percent of the total stock of the bank can do what 
this 40 percent has done. It could even get down to as low as 31 
percent of the stock controlling the bank. 

It is our understanding that it has been recommended that Con- 
gress provide that national banks desiring an optional plan for cumu- 
lative voting of shares of stock for directors may by affirmative action 
amend their articles of association accordingly. That, gentlemen, is 
the suggestion that has been made by the Comptroller of the Cur- 
rency. Under the circumstances, we have no objection to such an 
amendment to the bill. 

We urge Congress to take favorable action on S. 3158. 

Senator Bricker. Thank you very much, Mr. Healy. Is there 
any other witness in a hurry? We thought we might call Mr. Zim- 
merman, chairman of the board, First National Bank, Huntingdon, 
Pa., next. Mr. Zimmerman, will you come forward, please? 

Senator Ropertson. How long have you been a banker? 


STATEMENT OF CHARLES F. ZIMMERMAN, HUNTINGDON, PA. 


Mr. ZIMMERMAN. Well, I have been masquerading as a banker 
since 1901. 

Senator Ropertson. You have had a broad experience, then. Are 
you familiar with the proposal that was made in 1933 to insert in 
the act that year the provision for cumulative voting? 

Mr. ZimmMerMAN. I| am entirely familiar with it, Senator. 

Senator Rospertson. Can you tell us the position taken by one 
member of the ABA who at that time was sponsoring this change in 
the law, why the man sponsored it, and how it worked for him? 

Mr. ZimMERMAN. Senator, responding to your suggestion, I hope 
I will not be thought an egoist in citing some of the facts and par- 
ticularly not classified with those who say that some of the best 
fiction nowadays appears in the form of reminiscences. 
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It so happened that I was the only small banker—I say small, 
IT mean small-size country banker—who was a member of the bank- 
ing studies committee of the American Bankers Association in 1932 
and 1933 having to do with the provisions in the Glass bill. 

The process by which this provision in the original bill was dealt 
with in the committee on banking studies brought me into very close 
contact with the provision itself. If I may, I think it might be help- 
ful if 1 were to tell briefly just what happened. 

You will recall that at that time they had the double liability for 
stockholders. The country had also been aware that banks were not 
in too strong a position, generally speaking, due to the recession; 
and so far as I know there would be no one except one person who 
would have been interested in getting on a bank board at that time 
where he wouldn’t have been chosen by the directors themselves. 

When this provision came before the committee in banking studies— 
just for your information may I say that the men on the committee 
were arranged around a large table alphabetically, and the committee 
was composed of perhaps 34 men—my name having begun with the 
letter “‘Z,’’ I was the last man to be asked for a viva voce vote on any 
and all of the provisions which were being considered by the committee. 
When the clause respecting cumulative voting was taken up by the 
committee and discussed across the board, all of the men who were 
connected with the larger metropolitan banks regarded it as wholly 
innocuous. They didn’t think there was any point to it. They 
therefore gave tacit assent by their actual vote and it came to me to 
express my View on it. 

I asked for the privilege of the floor and made remarks for probably 
3 or 4 minutes, and said that it seemed to me in defense of the small 
community bank, and the exigencies that can arise in the smaller 
communities at any time, not just then but in the future, that it 
would be very unwise to have this provision remain in the bill. 

If | may just expand on that a little, | said that I was one of those 
country bankers who felt that the solidarity and efficiency of the poli- 
cies of any country bank depended upon a cohesion of all the men on 
the board of directors, starting with the president of the bank and 
going down through all the employees, so that you developed thereby 
an esprit de corps that was quite necessary in successful operation 
of a country bank; that in contrast with that and the operation of a 
larger type city bank, the credit policies and the executive policies 
were formulated by the executive officers, and aside from the broader 
and larger issues that faced the bank, the board of directors rarely 
if ever deliberated upon the operational policies of the bank itself. 

After I had made those remarks, Robert Fleming, who was the chair- 
man of the committee, observed he felt that the points mentioned 
were quite sound, that the American Bankers Association did owe 
itself the duty of seeking to protect the smaller banks if the members 
of the committee felt as I did about it. So they recanvassed the com- 
mittee, starting again at “A,”’ and I was quite happy to realize that 
all the members of the committee voted in favor of the elimination of 
cumulative voting. 

The sequel to that was this: At a later meeting of the American 
Bankers Association, I happened to have 


been secretary of the 
Pennsylvania Bankers Association at that time attending a meeting 
of the State secretary ’s section, one of the members of that banking 
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studies committee left the foyer of the hotel and came where I was 
and said, ‘Charlie, A. P. Giannini is out here raising—I will say— 
Cain. He wants to know who is responsible for removing from the 
bill the provision authorizing cumulative voting of bank shares.” 

This person was Mr. Carl Allendoerfer, of Kansas City. Mr. 
Giannini and I were and have been personal friends but on the opposite 
side of the banking picture. 

I said, “Carl, | wish you would say to my good friend A. P. that I 
will not admit any culpability but I will admit responsibility in the 
banking studies omnntaneD, and that if he would like to discuss the 
question openly at any time before any group of bankers I would be 
very glad to have cae do so, and join with him, because my view was 
based upon the best interests of the smaller sized banks of the Nation. 
That was the last I heard of it. 

For some little time I did not know that the original clause was 
reinserted in the bill. 

My good friend is no longer with us, and I would not for the world 
pin a little blue flower on his lapel that he did not deserve, but I was 
amazed by reason of the fact that even though the banking studies 
committees of the ABA had taken that position unanimously the clause 
reappeared in the Glass bill. But I tried to be kindly and charitable 
in my views. 

At that time Mr. Giannini carried, I should estimate, 200 or 300 
memberships in the American Bankers Association. I don’t know 
that I could find fault with the fact that the American Bankers Asso- 
ciation didn’t rise up and take a stand, particularly when I knew so 
much about the methods of Mr. Giannini, starting in 1927, when he 
made the pronouncement openly that nationwide branch banking 
was just around the corner. 

We in Pennsylvania didn’t like the idea, and so we attempted to 
combat that from the start, and that continued up to the time—well, 
L will put it this way, when the Federal Reserve Board took up the 
cudgels to prevent the very thing that Mr. Giannini had sponsored 
in 1927 through his man, then the president of the Bank of Italy, Mr. 
Bacigalupi. 

At any rate when the clause got back in the bill, something hap- 
pened. That was this: Due to the fact that the Transamerica Corp. 
had bought the Bank of America National Association in New York 
City some time prior to this, and then had sold the Bank of America 
to the National City Bank of New York City, there was a minority 
interest owned by Transamerica in the National City Bank which 
was of real importance to Mr. Giannini in his then plan to extend his 
power not only through the west coast but to the east coast and 
throughout the United States. 

If my memory serves me right, and this could be corroborated, it 
was not until after the bill was enacted into law that Mr. Giannini 
was made a director of the National City Bank of New York 

Senator Rospertson. Who was president of that bank? 

Mr. ZimMerMaAn. Mr. James Perkins. But it was immediately 
following the reintroduction of this cumulative voting clause in the 
Glass bill prior to its enactment. ‘That is the way my recollection 
goes in this question. 

Senator Ropertrson. Was Randolph Burgess a director at that 
time? 
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Mr. ZimMerMAN. Vice president. 

Senator Ropertrson. And later became president? 

Mr. ZrmmMerMAN. Yes. He could confirm or corroborate my im- 
pression. I think that it was immediately upon the reintroduction 
of the clause into the Glass bill that Mr. Giannini was elected a mem- 
ber of the board of directors of the National City Bank of New York. 

One of those strange things that has happened in my lifetime 
without my knowing why or how occurred this morning. I knew 
nothing of this book. I don’t know that the ink is dry in the book, 
but I happened upon it this morning by accident, through a mutual 
friend interested in independent banking. He said to me, ‘Charlie, 
you remember the story that you told us about cumulative voting 
and how it got into the National Banking Act?” 

I said, ‘*Yes.”’ 

“Well,” he said, “I have full confirmation of that in a book I got 
just the other day.” 

Senator Ropertson. You say that was this morning? 

Mr. Zimmerman. Yes. I hadn’t heard about this book until this 
morning. I never had an inkling that there was such a book. 

Senator Ropertson. You have heard “all things work together 
for good to them who love God’’? 

Mr. ZimMerRMAN. I have endeavored to live right. As I once said 
before in a committee meeting, I have never wanted to be a financial 
magnate of any kind, simply to do my work. I am going to read 
from this book in confirmation of the things I have mentioned here. 
I do think there must be a leading of some sort. 

Senator Ropertson. What is the name of this book? 

Mr. ZimMERMAN. Biography of a Bank, the Story of the Bank of 
America National Trust & Savings Association. It is Mr. Giannini’s 
book. 

Senator Ropertson. That makes it official, doesn’t it? 

Mr. ZimMerMAN. I should say so. 

Quoting as briefly as possible, page 377 says—this was Senator 
Glass: 

He praised the new law generally— 


Senator Glass didn’t understand the question, as he later found out— 

singling out for mention 

the provision that minority stockholders of a national bank have a right to elect 

representatives on the board of the institution in proportion to the stock they hold. 
That would be a natural inference to make without knowing the 

inside of the proper methods of operating a smaller bank. 


It is little wonder that Giannini liked that feature of the law— 
and this is to be underscored— 


since he was responsible for it. The situation that prompted him to act concerned 
the National City Bank of New York, in which Transamerica by this time owned 
a 10th stock interest 

A part of the deal bv which Elisha Walker had sold the Bank of America 
National Association to National City was that Transamerica should forego 
board representation. 


Senator Rosperrson. Let’s see. At the start, they didn’t want 
him? 

Mr. ZimmMerMaN. I think, Senator, you are able to use your own 
judgment on that. I will just interject this thought, that banking 
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sentiment throughout America did not favor the methods and policies 
of Mr. A. P. Giannini on the west coast or anywhere else in respect 
to the building of a powerful centrally controlled domination of 
finances anywhere. In my opinion, bankers who have the idea of 
service to the public don’t indulge in that type of idealism. 

So I will just read that sentence again: 
A part of the deal by which Walker had sold the Bank of America National 
Association to National City was that Transamerica should forego board repre- 
sentation on the National City Bank 

This was so unfair 
this is in the Bank of America book 


that Giannini had Grant, the president of Transamerica 


that may be underscored— 


ask for recognition. Grant got nowhere In the spring of 1933, Giannini had 
lunch with James W. Perkins, who had just succeeded Mr. Charles Ek. Mitchell 


as chairman of the board of National City 

Giannini liked Perkins, whom he described later as ‘‘a gentleman of the old 
school.’”? The westerner marveled that, after long exposure to the ‘questionable 
practices prevailing in Wall Street, Mr. Perkins had so steadfastly stuck to his 
ideals.”’ 

The New Yorker also liked Giannini—everybody liked Giannini—and that 
lunch was the beginning of their long, close friendship. 

I can say that he was a grand guy, but he knew what he wanted and 
knew often times exactly how to go about getting it. 

It did not, however, serve to get Giannini his place on the board. This he 
attributed to the opposition of Morgan. 

He may have attributed it to Morgan, but that was just general 
sentiment. I might use an expression which is common Latin, but | 
will not use it respecting the regard in which the bankers of New York, 
the dominating financiers beld Mr. Giannini as a promoter. 

Senator Rospertson. | was cum laude in Latin. You may quote 
it to me. 

Mr. ZIMMERMAN. I will say, ‘‘persona non grata.” 

Senator. I think I know what that means. 

Mr. ZIMMERMAN (reading): 

From New York, Giannini went to Washington and in a week’s time was able 
to wire Will Morrish—who was the president of the Bank of Italy—‘‘have suc- 
ceeded in getting amendment in Glass bill that will permit”’ 
he should have said “‘back,’”’ but he didn’t say that; he said: 


‘‘amendment in Glass bill that will permit minority being represented on national 
bank boards.” 

Senator Rospertson. By cumulative voting? 

Mr. ZimMERMAN. Yes. Now, the sequel, and my impression is that 
this book is inaccurate: 

After the bill had become a law- 
my impression is it was after Giannini was able to have cumulative 
voting reinserted in the bill and practically immediately thereafter; | 
might be mistaken but I certainly have that impression— 
John Francis Neylan, visiting in New York, found Jim Perkins laboring over a 


letter inviting Mr. Giannini to become a director. Somewhat embarrassed, the 
banker was having difficulty expressing himself. 


47021—54——3 
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Senator Rosertson. He was laboring over a letter like old man 
Thompson in Virginia. He always said it made him sweat even to 
sign a check in the wintertime 

Mr. ZiMMERMAN. Senator, when our activities are based upon 


personal ambition and we run against people who are trying to be 
kind, it is a little embarrassing to the other fellow. So Neylan sug- 
gested, ‘‘Why not just call him on the phone?”’ 

Senator Rospertson. With all due deference, I think you have 
made it clear who sponsored the amendment and what the purpose 
was. Mr. Giannini organized the bank. What was it called to begin 
with? 

Mr. ZimMerRMAN. The Bank of Italy 

Senator Ropertson. Did that get control of other banks? 

Mr. ZIMMERMAN. Yes. And may I say this, that in order to shape 
up his ability to get control of the other banks in California, he was 
instrumental in having a statewide branch banking law introduced 
into the State law of the State of California 

Senator Robertson. He used this same provision to get his men 
on the board of directors of these banks that he acquired? 

Mr. ZimMeRMAN. Of course, under the Bank of Italy he had a 
branch banking system which cvAVve him automatic control. But the 
bank stocks that were owned by Transamerica did not give him that 
privilege but gave him a claim for a privilege, which in my opinion he 
expanded very rapidly throughout the west coast area, and perhaps 
he did it through the threat of cumulative voting. 

Senator Ropertson. When did the Bank of Italy become the Bank 
of America? 

Mr. ZimMerMAN. I wish I could tell you exactly, but I should say 
probably in 1937 or 1938. 

Senator Rospertson. When did the Bank of America become the 
biggest bank in the United States? 

Mr. ZIMMERMAN. Well, in the 1940’s 

Senator Ropertson. It is now the biggest bank in the United 
States? 

Mr. ZIMMERMAN. That is correct. 

Senator Rospertrson. You testified before our subcommittee when 
I had a bill pending to curb bank holding companies? 

Mr. ZimMerRMAN. That is correct. 

Senator Rosertrson. Is Transamerica probably the largest of those 
bank holding companies? 

Mr. ZimmMerMaNn. Yes. May I say this: The action by the Fed- 
eral Reserve Board wishing to have a bank holding company law en- 
acted was based on the desire and aims of Transamerica and A. P. 
Giannini to extend his power in other States by buying up bank shares 
and having what may be called remote control over otber banks. 

Senator Ronertson. Mr. Giannini was a very able man, wasn’t he? 

Mr. ZimMMERMAN. Decidedly so. 

Senator Rosperrson. You have indicated that he said branch bank- 
ing was just around the corner. 

Mr. ZimMerMAN. In 1927 that was his pronouncement. 

Senator Ropertson. It was closer to the corner than prosperity 
back in 1930? 

Mr. ZIMMERMAN. That is correct 
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Senator Ropertrson. He was for branch banking and he was als 
behind the movement for bank holding companies? 

Mr. ZimMeRMAN. That is correct. 

Senator Roperrson. And he was the sponsor of this provision in 
1933 for cumulative voting? 

Mr. ZimMERMAN. On the record. 

Senator Ropertson. Which was a part of his well-conceived idea 
to concentrate banking power? 

Mr. ZIMMERMAN. That is true. 

Senator Bricker. What is the largest bank holding company now? 

Mr. ZimmMermMaN. I still think it is Transamerica without any ques- 
tion. In that respect I could very well be speaking for the independ- 
ent bankers of the 12th Federal Reserve District. 

Now, I would like to interject just a thought in respect to the 
smaller banks in the State of Pennsylvania. You know I have always 
had the idea that Giannini is mentioned in the Bible. In the Book 
of Job, if any of you folks have a Bible, you can read about Behemoth 
The example that Mr. Giannini has set in the United States was to 
be the dominant man despite anything else in banking 

Senator Roperrson. Do you remember that Job also said, ‘‘] wish 
that mine adversary had written a book?” 

Mr. ZimmMerMAN. Yes. I think you have that right, but Job didn't 
mean that exactly. If his adversary would write a book, Job could 
be guided better. But that particular expression has been turned to 
mean that if you wrote a book you are sometimes going to be con- 
victed on it. 

What I should like to say now, on behalf of the smaller banks in 
Pennsylvania, and I am somewhat sorry that my good friends from 
the Comptrollers Office have left, because upon the same type of pro- 
cedure that was first developed by Mr. Giannini we have now in 
Pennsylvania 3 banking institutions—2 in western Pennsylvania and 
more recently 1 in eastern Pennsylvania—which in my opinion are 
endeavoring to follow Mr. Giannini’s lead, very much to the detri- 
ment of our home-owned and home-controlled banks throughout 
Pennsylvania. 

In that movement, as I testified in 1950 before your committee, 
Senator Robertson, I said that the Comptrollers Office has been 
responsible to a very large extent for this breakdown in the integrity 
of our branch banking act in the State of Pennsylvania. The cumu- 
lative voting privilege, in my opinion, is an unmitigated evil, because 
whether at the instance of the men who are attempting to build large 
banking organizations now in the State of Pennsylvania, or by people 
who may have some slant respecting a certain bank, either within the 
board or without the board, cumulative voting now opens the way by 
which discordant elements, and maybe I should say obstreperous ele- 
ments, can find recognition within a board and make everybody so 
uncomfortable that they feel the thing to do now is to sell out to one 
of these branch city institutions such as we have in Pittsburgh and 
Philadelphia. 

Senator Rospertson. Do you think Mr. Healy was correct in 
saying that the independent banks of today genuinely desire to 
promote the welfare of the community in which the ‘y are located and 
to that end make it a policy to give representation to the industrial 
interests? 
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Mr. Zimmerman. I didn’t catch that. 
Senator Ropertrson. Do you think Mr. Healy was correct in 


lling us that the independent banks of today genuinely desire to 
womote the welfare of the community in which they are located and 
o that end make it a pol cy to give represe ntation to the industrial 


erests, financial interests of the community? 

Mr. ZIMMERMAN. Yes, sir. Senator, I consider the No. 1 para- 
graph in the statement of the American Bankers Association as being 
of outstanding significance | hope it will be seriously regarded by 
your committee 

Senator Ronerrson. Are you prepared to say that the bankers of 
Pennsylvania approve this bill? 

Mr. ZimmMerMAN. I would say that aside from the people who are 
nterested in expanding branch banking, every banker who knows the 
practical side of banking would be in favor of the bill. I never knew 
a banker openly not to be in favor of attempting to maintain the 
solidarity and the unification of the policies of a board of directors. 

Senator Rosnertson. Do you know of specific instances where this 
provision of the law has been utilized against the best interests of the 
bank and the community? You needn’t name them all. 

Mr. ZimmerMAN. | do hope I don’t have to give the name of the 
bank 

Senator Rosperrson. | won’t press you for that. 

Mr. ZimMerRMAN. But I can tell vou that within the last year some 
of the legal men in the State of Pennsylvania are now aware of the 
aggressions that can be achieved since so many of these banks have 
become profitable through cumulative voting. They will encourage 
some man, not from the standpoint of his achievement in business or 
n community standing, to go to some of his personal friends and 
solicit their proxies and vote these men on the board and oust men 
from the board who are larger shareholders and who have the entire 
onfidence of the community, to an extent that these new men do not 
nave 

I think that is as far as | want to go, because after all the officers of 
hose banks are like Mr. Perkins, they are just a little embarrassed. 

Senator Rorerrson. You have been very helpful to us. We are 
fortunate to have as a witness a man who has been a practical banker 
for a half century, who knows the inside of the law, tells us the aspects 
fit and why it ought to go out. We thank you very much. 

Mr. ZimMERMAN. I appreciate your courtesy. I am sorry I took 
so much of the committee’s time. 

Senator Bricker. Our next witness is Mr. W. H. Schwarzschild, 
president of the Central National Bank of Richmond. 


STATEMENT OF W. H. SCHWARZSCHILD, JR., CHAIRMAN OF THE 
COMMITTEE ON FEDERAL LEGISLATION, VIRGINIA BANKERS 
ASSOCIATION 


Mr. ScHWARZSCHILD. Shall | read my testimony? 


Senator Bricker. You may proceed. 

Mr. ScHwarzscHiILp. We of the Virginia Bankers Association 
unanimously endorse the bill which has been recommended by the 
National Banking Division of the American Bankers Association, 
To amend title 12 of the United States Code, section 61, to eliminate 
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cumulative voting of shares of stock for stockholders.” We believe 
that cumulative voting should be abolished for many reasons. 

1. Practically without exception bank directorates of the Nation 
today are composed of responsible civic-minded citizens who contrib- 
ute their time for small fees primarily in the public interest. To 
continue in effect a cumulative voting privilege which permits a 
minority stockholder to elect himself a director of a bank where his 
services are not requested tends to jeopardize the willingness of com- 
petent men to continue to fill such positions. 

2. In the State of Virginia there is no law permitting election of 
directors of State banks on the basis of cumulative voting. 

3. We have no knowledge of where the use of the cumulative voting 
privilege was ever exercised but have been informed that a threat to 
use it for its nuisance value has been indicated. 

4. We doubt that national banks which are examined twice a year 
by the Comptroller of the Currency and at least once a year by their 
directors and which are in addition susceptible to the National Bank- 
ing Act and the Federal Reserve Act sections permitting removal of 
directors and/or officers in the event of unsafe or unsound practices— 
that is in title 12, United States Code, section 77, Banking Act of 1933, 
section 30—have any benefits to derive even theoretically from a 
privilege to the stockholders of cumulative voting. 

Under the circumstances, we believe that cumulative voting is not 
in the public interest and against the interest of sound operations of 
national banks, and we are pleased to commend the amendment to 
your favorable consideration. 

Senator Bricker. Thank you very much. Do you have any 
questions, Senator Robertson? 

Senator Ropertson. No. I happen to know the witness very well. 
He is an outstanding Virginia banker, and we are pleased to have him 
before us. 

Mr. ScowarzscuiLp. I appreciate the opportunity of appearing. 

Senator Bricker. The next witness will be Mr. William J. Sullivan, 
vice president, the Nassau County National Bank. 


STATEMENT OF WILLIAM J. SULLIVAN, ROCKVILLE CENTRE, N. Y. 


Mr. Suuurvan. Gentlemen, we appreciate the privilege of submit- 
ting a statement to the committee. This statement is being submitted 
on behalf of the Nassau County National Bank of Rockville Centre 
by the undersigned, William J. Sullivan, who is a vice president, 
director, and counsel of the bank. 

It is generally understood that one of the purposes of cumulative 
voting is to afford representation and protection for minority stock- 
holders against possible abuses by the majority. Such “protection” 
would seem unnecessary in the case of national banks in view of the 
vigilant supervision and regulation of their activities through the 
office of the Comptroller of the Currency and other governmental 
authorities. On the other hand, the mandatory application of cumu- 
lative voting in the election of directors of a national bank under the 
existing National Banking Act, section 5144, Revised Statutes, can 
give rise to abuses, and dissension in management, and loss of con- 
fidence on the part of the public with which the bank deals. 
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The primary purpose of this statement is to set forth the experience 
which the Nassau County National Bank of Rockville Centre has had 
as a result of the election of one of its directors through the process 
cumulative voting at the last annual meeting of shareholders held 
January 12, 1954. It is respectfully submitted that this brief ex- 


perience indicates clearly how the method of cumulative voting can 
operate to the detriment of management and create misunderstanding 
and confusion among the stockholders and in the community generally, 

This bank, which now has resources of approximately $28 million, 
has its main office in Rockville Centre, and two branch offices, one in 
Roosevelt, and the other in Uniondale, all in Nassau County, N. Y. 
In December 1953, the bank’s capital consisted of 25,000 shares of 
common stock having a par value of $20 each. During that month, 
one of the stockholders who was the owner at the time of 295 shares, 
approached one of the directors—I might say parenthetically that 
was myself—and stated that he and his former business partner, who 
was the owner of 2,250 shares, would like the directors of the bank 
to do them a “‘favor’’ by electing the son-in-law of the first-mentioned 
stockholder as a director at the annual meeting to be held January 12. 
Since his son-in-law was only 29 years of age, he was informed that 
the proposal would not meet with the approval of the other directors 
because it would add nothing to the bank’s standing in the com- 


munity. His reply was that he wanted to do something to ‘build 
the boy up” and that it would give him a lot of prestige to be a bank 
director. He was informed that if any addition was to be made to 


the board of directors the new member should be one who had ac- 
quired some standing in the community on his own merits who would 
bring prestige to the bank, rather than the contrary. 

Thereafter, the existing board informed this stockholder that since 
he and his associate owned approximately 10 percent of the out- 
standing stock of the bank, the board would be willing to propose 
him as an additional member because prior to his retirement he had 
been a successful businessman in the community, and his name would 
lend some prestige to the bank. He refused this offer, however, 
stating that he wanted to do something for his son-in-law and that 
if it could not be done in a friendly way, then he and his associate 
would resort to cumulative voting to bring about the son-in-law’s 
election. Prior to the annual meeting on January 12, he transferred 
60 shares of his stock to his son-in-law, thereby qualifying him for 
nomination. 

Rather than sacrifice any of the 8 existing directors, it was decided 
at the annual meeting to fix the number of directors at 9 for the year 
1954. In accordance with its previous offer, the management nomi- 
nated the stockholder in question for the extra position; but the 
nomination was declined by his proxy and his son-in-law nominated 
in his place. The management thereupon placed another name 
In nomination in opposition to that; but by reason of the cumulative 
voting process, the 29-year-old son-in-law was elected by a sub- 
stantial margin. 

One of the matters voted upon at the annual meeting was an 


authorization to sell 6,000 new shares of stock with the u derstanding 


] 


that the subscription warrants would be issued sometime in March. 
board of director’s meeting that he attended, the new 


director asked for a list of the stockholders of the bank. It was 
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compiled and given to him at the next meeting and when he was 
asked why he wanted it he replied that he merely wanted to know 
who his “fellow investors” were. One of the directors expressed to him 
the hope that he would not use it for the purpose of soliciting other 
stockholders in connection with the proposed sale of new stock during 
the month of March, as no one connected with the bank had ever 
resorted to such tactics in the past and it would be unfortunate if 
anyone now started to do so. 

Ft ‘The subscription warrants for the new stock were issued on March 
15. Within 2 days thereafter, stockholders other than directors or 
officers of the bank received letters from MeDonnell & Co., a stock 
exchange firm in New York City, stating that they would ‘‘gladly 
make a bid” for their rights. One of the stockholders communicated 
by telephone with this firm and in answer to an inquiry as to how they 
obtained her name, she was informed by a Mr. Charles McDonnell of 
that firm that “the bank” had asked them to send the letters to the 
stockholders. At about the same time another stockholder was 
approached by a brokerage firm at White Plains, N. Y., with an offer 
to purchase all her stock at $48 per share. This was $2 per share less 
than the subscription price for the new stock and $4 to $5 under the 
existing market for outstanding stock. 

At a directors meeting held shortly thereafter, the new director was 
confronted with the foregoing incidents. Since no one connected 
with the management of the bank had released a list of stockholders 
to any one, he was asked if he had furnished the list to any outsiders. 
His reply was that he had turned the list over to his father-in-law and 
the latter’s associate; and that although he had no direct knowledge 
that they had employed McDonnell & Co. or any other brokerage 
firm, he saw no impropriety in their contacting other stockholders as 
he felt they had a right to buy up additional stock wherever they could 
find it. It should be mentioned in passing that their campaign to 
purchase rights from other stockholders has been an utter failure. 
Approximately 90 percent of the stockholders have exercised their 
rights; and the remaining rights have been sold to purchasers who are 
friendly to management. 

In addition to the foregoing, the election of a 29-vear old director 
to the board of the bank has caused considerable comment and sur- 
prise in the community. Understandably, most persons are of the 
belief that the selection of this person as a new director was done with 
the approval and sponsorship of the other directors and management. 
Many people have expressed the opinion that it has added nothing 
to the bank to select such a young person who has not yet attainted 
any prominence on his own merits in the community. Others have 
inquired why an outstanding businessman was not selected for the 
position. Some of our substantial depositors have wondered why 
they were not considered, in contrast to a 29-year-old man. 

We note that a proposal for cumulative voting is to be submitted 
by a minority group to the annual stockholders’ meeting of the 
General Motors Corp. on May 21 next. The reasons advanced by 
the directors of General Motors Corp. in opposition to this proposal 
are in part as follows: 


The board of directors believes that for a board of directors to be effective each 
member must feel a responsibility to represent all the stockholders of the corpora 
tior Cumulative voting is undesirable since it is directed toward the election of 
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one or more directors by a special group of stockholders. Directors so elected 
might be principally concerned about representing and acting in the interest of 
the special group of stockholders which elected them rather than in the interest of 
the stockholders as a whole. 

We believe the tactics pursued by the minority group in our bank, 
in building up their hand-picked director emphasize the practical 
soundness of the above quotation. We respectfully submit that the 
experience which our bank has had as outlined in this statement is a 
specific example of how cumulative voting can be abused, and can 
operate to the disadvantage and detriment of a bank and its manage- 
ment. This is particularly true in a suburban area such as Nassau 
County, and especially in a comparatively small community such as 
Rockville Centre, where people are disposed to judge the reputation, 
stability, and standing of the bank by the caliber of the men who com- 
prise its board of directors 

I respectfully submit that to the committee for its consideration. 

Senator Bricker. Thank you very much, Mr. Sullivan. Do you 
have any questions? 

Senator Rosertson. I just want to comment that the testimony 
reminds me of an old couplet: 

The butterfly beside the road 
Preached contentment to the toad; 
The toad beneath the harrow knows 
Exactly where each tooth point goes. 

You have had the experience of having the toothpoint of cumulative 
voting dragged over you. 

Mr. Suuutvan. That is right. 

Senator Bricker. The next witness will be Alonzo Pettys of Brush, 
Colo. 

STATEMENT OF ALONZO PETTYS, BRUSH, COLO. 


Mr. Perrys. My name is Alonzo Pettys. I am from Brush, Colo. 
I might say I am a country banker in northeastern Colorado, a minor- 
ity stockholder and director in seven banks. In 1929 I was president 
of the Colorado Bankers Association; in 1930 to 1932 a member of the 
executive council of the American Bankers Association; in 1946 to 
1950 a member of the country bank operations commission of the 
American Bankers Association. 

We are familiar with S. 3158, which eliminates cumulative voting 
from bank shares. I want to mention briefly three phases of the re- 
sults of this bill: The effect upon management. It enables bank man- 
agement, and I speak because I have been in every phase of banking 
operations, from bookkeeper to president, to freeze itself into that 
position of manager of the bank by selecting a hand-picked group of 
directors. It makes it impossible to remove bad management from 
a bank provided they control 51 percent of the stock. 

I have had that happen in my own operations. The effect upon 
minority stockholders is bad. It will eliminate any opportunity to 
sell minority stock except at a big disadvantage. There is no oppor- 
tunity for a minority stockholder to be re presented. He can own as 
much as 49 percent of the stock and have no voice in management, no 
control over the operation, no control over the expenses. “He has to 
sustain the losses with 49 percent. 

I think it is undemocratic. I notice in looking over the members 
of this subcommittee that there are 3 Democrats and 4 Republicans. 
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No matter which party is in power someone is represented from either 
side. Let one group get control of 51 percent of the stock of a bank, 
and you have eliminated all representation from the holders of 49 
percent. The effect upon management I think would be very detri- 
mental. 

I have had at different times, because I consider myself a profes- 
sional banker, situations where | found it necessary to remove manage- 
ment. Ihave been able to do that because although I am opposed to 
branch banking, I am opposed to chain banking, and I do not own 
more than 43 percent of the stock of any bank, because I am able to 
sit on these bank boards and to determine when trips are made to 
New York and charged to the expense account, I am able to determine 
when accommodation loans are put in that bank, I have been able te 
remove that management when I was able to disclose the facts and 
have them put upon the minutes of the meeting of the board. 

Mr. Robertson, who was formerly of the Comptroller’s Office, did 
a very constructive thing when he gave lectures and put copies of 
those lectures in the hands of directors of banks, calling their attention 
to their responsibilities. 

I ask you gentlemen to whom is the management of the bank 
responsible? He is responsible only to his handpicked directors 
that he has put on there by selling them 10 shares of stock. 

I notice that the associations, the American Bankers Association and 
different associations have approved this bill. Why? Because the 
membership of the American Bankers Association, the Colorado 
Bankers Association, | do not know what action they will take, is 
is made up of bank presidents who naturally are interested in seeing 
they want to perpetuate their positions regardless of their ability 
and what they do. It is not a true representation of banking industry. 

I represent minority stockholders and am a professional banker. 
I think it would be most detrimental to the interests of minority 
stockholders to have this bill passed. 

One of the things which is developing, and which I think is vicious 
in banking, is that it is possible for a small group to create voting 
trusts, and they are doing that over the country today. These voting 
trusts freeze management in by devious devices and special privileges, 
and they are able to get small stockholders to deposit their stock 
in voting trusts until they are able to accumulate 51 percent of the 
stock of the bank. Then they could just as well have it all, because 
they have complete control of the operation, complete control of the 
management. They can give special consideration, special advan- 
tages to anyone of their friends that they decide to give those advan- 
tages to. 

I do feel that it is a step backward. Iwas president, as I mentioned, 
of the Colorado Bankers Association in 1929 and 1930, and I know 
that the cause of the failures of many of the banks in Colorado was 
due to one-man management. It is no good, gentlemen. When 
you have the control of a bank or any organization in the hands of 
one man, he can dictate the policies. He is responsible to no one 
except his handpicked board. It is detrimental to the best interests 
of banking. 

That is the only purpose I have here in this, because I am a profes- 
sional banker. Iam anxious to see the banks in which I am interested, 
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from which I derive my income, profitable and successful and well- 
managed 

Senator Ropertson. How many banks are you interested in? 

Mr. Perrys. Seven. 

Senator Roperrson. Have you had occasion to use cumulative 
voting in those seven banks? 

Mr. Perrys. I have not. 

Senator Ropertson. You haven’t used it? 

Mr. Perrys. No, it has not been necessary. 

Senator Ropertson. Have those seven banks used cumulative 
voting to get control? 

Mr. Perrys. No one has. May I add this: The restraint which 
management knows, the ability that I have to put someone on the 
board, that is a restraint that holds them in check. I do not have 
to exercise it. It is the restraint. It is the same as the law which 
says I shall not kill. 

Senator Rorertson. In the seven banks that you are interested 
in you have not cumulative voting, and I understand it has not been 
used against you? 

Mr. Perrys. No. 

Senator Ropertson. You haven’t used it and it hasn’t been used 
against you. I happen to know that there are some bankers in your 
State that don’t share your viewpoint. I presume you have communi- 
cated your viewpoint to Senator Ed Johnson? 

Mr. Perrys. That is right. 

Senator Roserrson. He communicated it tome. I communicated 
with some of the other bankers out there, and I find that not all 
of them share your viewpoint. 

Mr. Perreys. I know of some of those instances that do not carry 
it, and it would have been a most constructive thing to those boys. 
It could have saved them hundreds of thousands of dollars in losses 
if they had permitted someone other than that little group, that little 
club to serve on that board. 

Senator Ropertson. This bill was introduced on March 1, the 
legislative day. Notice was given of these hearings. The situation 
that is presented here today is that the bill is endorsed by. the Comp- 
troller of the Currency and the Treasury Department. It is endorsed 
by the American Bankers Association. It is endorsed by the Inde- 
pendent Bankers Association. It is endorsed by some State bankers 
associations. No adverse report has been received from any Govern- 
ment agency. No adverse report has been received from any organ- 
ized group of bankers, including those of your home State. Isn't 
that a correct summary of what has developed here today? 

Mr. Perreys. There, in each instance, is management interested in 
one thing, and that is to eliminate cumulative voting. You haven’t 
heard from the stockholders 

Senator Ronertson. If this was a law against killing, how do you 
explain that we went from 1866 to 1933 in the national banking 
situation without any law against killing anybody? 

Mr. Perreys. Thatisright. Do you know what caused most of the 
failures from 1920 to 1929? It was one-man management, where 
that man picked the board of directors. 
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Senator Rospertson. I would attach more blame to the Hawley- 
Smoot tariff than to that. I am glad that vou had the opportunity 
to express vour views. 

Senator Bricker. Thank you very much. 

(The following was received for the record:) 


THe FARMERS State Bank, 
Bru h, Colo.., May 4. 1954. 
Hon. Joun W. Bricker, 
Chairman, Subcommittee of the Senate Committee on Banking and Currency, 
Senate Office Building, Washinaton, dD. S. 


Dear SENATOR: I would like to enter in the files of the Senate’s Subcommittee 
on Banking and Currency, the testimony with supporting information which I 
made orally before the committee April 29, relative to Senate bill 3158 which 
removes cumulative voting of shares in national banks; and also a copy of an 
editorial which appeared in today’s issue of the Denver Post, attached hereto. 

The elimination of cumulative voting of bank shares favors the management of 
a bank as it permits management, through its influence and through the use of 
voting trusts, to acquire the support of 51 percent of the stock of a bank and 
thereby create a board committed to support management its policies and prac- 


tices, and use the bank entirely for its benefit. It greatly enhances the value 
of the shares held by management and the owners of 51 percent of the stock. 
Passage of this bill will be very detrimental to minority shareholders. It 


deprives shareholders holding 49 percent of the stock, of all representation on the 
board of directors and voice in management. It deprives them of all means of 
checking the acts of management, expenditure of funds by management, and the 
special privileges which management may enjoy or give to close friends and asso- 
ciates. It seriously detracts from the market valne of the shares of the minority 
holders and limits the marketability of their shares. Minority shareholders 
purchased their stock in a national bank with the knowledge that cumulative 
voting was a privilege enjoyed by the holders of national bank stock and to take 
from them this privilege by legislation, deprives them of an asset which they 
bought in good faith and with confidence that they would be protected in all the 
privileges of ownership by the Federal Government. To deprive them by legis- 
lation of a valuable asset is unjust and dishonest. 

The effect of banking practices and operations will be very detrimental. 
Cumulative voting became mandatory, by the National Bank Act of 19338, to 
correct the abuses often arising out of a one-man bank management and lack of 
informed and independent directors. A great deal of effort has been made by 
bank supervisory agencies in recent years to educate and alert bank directors to 
their duties and responsibilities. If a bank director discharges these duties as 
provided by law and as desired by bank supervisory agencies, it is inevitable that 
there will be times when that director will incur the displeasure of management 
and, without the protection of cumulative voting, such a director will soon be 
removed from the board. In actual practice, it will mean that membership on 
a bank board will assume the character of a club where qualifications for member- 
ship will be congeniality and unquestioned support of management. The char- 
acter and independence of a bank director which has improved greatly in recent 
years, will be very adversely affected. 

I respectfully submit that Senate bill 3158 should be defeated as it favors 
Management and the owners of 51 percent of the shares; that it is unfair and 
detrimental to minority shareholders; and that it has in the past and will in the 
future result in unsound banking practices. 

Yours very truly, 
ALONZO PETTEYS. 
[From the Denver Post, May 4, 1954] 


DEMOCRACY IN BANKING 


A quiet move is under way in Washington to cut away part of the foundation 
of the National Bank Act of 1933. That act reorganized our banking system 
along sound lines following the “bank holiday’? which marked the first days of 
the Roosevelt administration. 

At that time it was found that some banks had been engaging in speculative 
and unbusinesslike practices. After the stock market crash, some of the banks 
became distressed. 
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Why had not the stockholders prevented dubious practices? The answer, 
in some instances, was that the banks had been run by tight cliques of officers 
and directors. The clique s bv virtue of control of a majority of bank shares 
were able to perpetuate their own rule. They kept minority stockholders. 
who might have protested policies of the cliques, from being represented on the 


boards of directors 


fo make it possible for minority stockholders to gain representation on bank 
boards in proportion to their holdings, the 1933 act provided for what is known 
as ‘‘cumulative’’ voting in elections for directors 

Under the old svstem, voters of 51 percent of the stock eould elect an entire 
board. Under the 1933 act, minority stockholders could place one or more 
spokesmen (depending on the size of the minority interest) on bank boards. 

Sponsored by the American Banking Association, a bill has been presented ts 
the United States Senate to do away with the cumulative voting system. 

How extensively minority stockholders in banks have exercised the cumulative 
voting power which they possess, we do not know Perhaps they have not exer- 
cised it as much as they should 

The fact remains, however, that cumulative voting is sound and democratic in 


principle and adds an extra measure of responsibility and confidence to the banking 
system 

About the only argument raised in favor of the bill is that cumulative voting 
sometimes leads to the election of troublesome, incompatible members to bank 
boards. In other words, it prevents cliques from running banks without protests 
from nonclique members. That, of course, is exactly what the 1933 act was 
intended to do 

A cozy, unpublicized hearing on the repeal of cumulative voting was held by a 
Senate banking subcommittee last week. A Colorado banker, who chanced to be 
in Washington, heard about the bill and was able to raise a lone dissenting voice. 

Otherwise, the public might have heard nothing about the bill until it was 
passed or well on the way to passage 

Let’s not go back to the banking practices of late twenties. Cumulative 
voting may seem to be a small thing but its significance is great. This is a matter 
that affects bank depositors as well as bank shareholders. If fully aired in public 
view 8. 3158, to abolish cumulative voting, will not be popular, we are sure. 


Senator Ropertson. Have we heard all the witnesses who have 
asked to be heard? 

Senator Bricker. All that I have listed here. 

Mr. Harprinea. | wonder if 1 could make a short statement? 

Senator Bricker. You may. Will you state your name for the 
record. 


STATEMENT OF HARRY J. HARDING, PRESIDENT, INDEPENDENT 
BANKERS ASSOCIATION, 12TH FEDERAL RESERVE DISTRICT 


Mr. Harprne. My name is Harry J. Harding. I am president of 
the Independent Bankers Association of the 12th Federal Reserve 
District. I would like to say that our association is filing a statement 
endorsing Senator Robertson’s bill. 

Senator Bricker. You will present that here today? 

Mr. Harpina. It will be presented today. 

Senator Bricker. That will be made a part of the record. 

(The statement referred to follows:) 

WasuineTon, D. C., April 29, 1954. 
te S. 3158. 
BANKING AND CURRENCY COMMITTEE, 
United States Senate, Washington, pt. 

GENTLEMEN: The repeal of the provision in the National Bank Act providing 
for cumulative voting for directors of a national bank is wholeheartedly endorsed 
by the Independent Bankers Association of the 12th Federal Reserve District 
with headquarters at Portland, Oreg. 

While in theory cumulative voting may be a fair means of providing representa- 
tion for minority interests, in practice in the case of a bank it works as an en- 
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couragement for outside interests to acquire stock and through cumulative voting 
to obtain representation on the board of directors for their own purposes, including 
possibly an effort to induce the other directors to favor the sale of the bank to 
another institution. 

Through the powers now vested in the Federal supervisory agencies, these 
agencies are able to see that the administration of a bank is in the best interests 
of the public, and whatever is in the interest of the public is in the best interest 
of shareholders—both majority and minority. 

Respectfully submitted. 

Harry J. HAarRpINa, 
President, Independent Bankers Association, 
12th Federal Reserve District, 
Portland, Oreg. 

Mr. Harpina. I would like to ask one question. I am a little bit 
in doubt as to just how the amendments suggested by Senator 
Robertson might apply 

Senator Ropertson. I didn’t suggest the amendment; the Comp- 
troller of the Currency suggested the amendment. 

Mr. Harprna. In the case of banks that may have already in their 
articles provisions for cumulative voting. They then will have to 
have stockholders’ action if they wish to change the articles. 

Senator Ropertrson. They wouldn’t have to change the charter; 
just the bylaws 

Mr. Harprne. If it is not but in the bylaws, that is very easy. 
But if they are in the articles, that is different. I believe some 
banks have it in the charter. 

Senator Roserrson. What suggestion would you have if the 
committee wanted to suggest that the permissive right be given? 
Do you have any suggestion on that? 

Mr. Harpina. I would say that I can see no reason for even giving 
permission if it hasn’t worked; except to create or encourage friction 
within an organization, and then you better not put that permission 
in under any circumstances. 

One thing, as Mr. Healy brought out very well, that is important 
is confidence in a bank management on the part of the public. The 
thing that our association feels is that cumulative voting has not 
worked in the public interest. The public interest is to have a 
soundly managed bank, and if there is any unsound management 
prevalent we look to the supervisory agencies to bring about 
correction. 

Senator Ropertson. On the other hand, it might make some banker 
like Mr. Pettys feel better if his bank could 

Mr. Harpina. I don’t think he is a minority stockholder. As Mr. 
Healy pointed out, 43 percent in cumulative voting is certainly not a 
minority interest. I think that would answer a great deal of it. If 
he had 3 or 5 percent in the bank, it might be a little different. But 
43 percent that votes solidly can prevent the merger of that bank 
with another bank and gives practical control. We will file a state- 
ment. Thank you. 

Senator Bricker. Thank you. The record will be kept open for a 
period of a week for any letters or telegrams or communications that 
might be submitted. 

Senator Rospertson. Wouldn’t the rest of this week be sufficient, 
Mr. Chairman? 

Senator Bricker. Any of those who are here that want to file 
additional information may do so. Most of the communications are 
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in the offices. We will leave the record open for the rest of this week. 
We will stand adjourned. 

(Whereupon, at 11:55 a. m., the subcommittee adjourned.) 

(The following were received for the record: 


OTATEMENT Of} LEWIS D GILBERT, CONTRIBUTING EDITOR, INVESTOR, NEW 
York, N. ¥ 





On | ilf of thousands of small stockholders owning shares in national banks, 
desire 1 emphatically protest any change in the present Man ory cumulative 

ting provisions concerning national Danks he present statutes should in 
every way be maintained as far as they refer to cumulative voting rights. 

Phe terests of management and the shareholders in America are not always 
one and the same. raway in any form, cumulative voting rights now man- 





datory in 21 States in all corporations is not in the shareholder interest and is 
therefore, mere management legi 
Cumulative voting is a 


pro ects corporation democ rs 


ainst corporation oligarchy and 
id minority rights. It in no way harms efficient 
operation of a bank or corporation as has been shown in the many years of opera- 
tion, as the majority of a board not the minority elects the officers who run the 
bank, but it does enable the public shareholders to have the right to have a 





watchdog the year around and not merely at the annual meetings. 
For these r eress as contrasted to a manage- 
ment-minded one will reject any and all attempts to take away from the American 


reholders cumulative voting rights 





sons a stockholder-minded Con 





GarY NATIONAL BANK, 
Gary Ind.., April 27, 1954. 
Mr. Ira Drxon, 
Clerk, Senate Banking and ( ney Committee, 
Wasi ngton, dD. cS 


Dear Mr. Dixon: I very much regret that it is impossible for me to be in 
Washington, Thursday, April 29, to testify on Senate bill 3158, however, I would 
like to file a statement for the records in this hearing. I am very much opposed 


t 


to compulsory cumulative voting for national banks for the following reasons. 
1. State banks in Indiana and many other States are not subject to compulsory 
cumulative voting. 
2. Other corporations in Indiana and many other States are not subject to 
compulsory cumulative voting 


3. In several cases I I 








ave seen wealthy individuals completely unfit for director- 
way on a board. Only recently a corporation in which I 
am a director had a proxy battle, and if Indiana had been subject to compulsory 
cumulative voting, an individual eminently unfitted for directorship, in my 
opinion, would have forced himself onto the board 

4. Since I have been connected with the Gary National Bank I have been 
threatened twice by individuals who I think were unfit to be on our board. In 

however, we have been able to withstand their efforts. 
no case have I ever seen cumulative voting used by a group of small 
stockholders to benefit themselves. Our experience has been that in all cases 
it has been used by an individual for his own benefit. 

6. I cannot imagine a national bank opposing the right kind of a director if a 
group of small stockholders wanted him, or if he had a fairly large holding of stock. 

I think it is only fair that each institution should be allowed to choose between 
cumulative voting and noncumulative voting. If any individual bank wants it I 
think they should be allowed to have it but not be forced into it. Sometimes I 
shudder to think what might happen should unscrupulous characters with lots 
of money try to force themselves onto a fine board of bank directors. I hope 
your group will recommend Senate bill 3158. 

Kindest regards to Senator Homer E. Capehart. 

Very respectfully yours, 
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W. W. GASSER, 


Chairman of the Board. 
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ERNEST M. SHaprro & Co., 
Lewiston, Maine, April 29, 1954 
Hon. MARGARET CHASE SMITH, 
United States Senate, Washington, D. C. 

DEAR SENATOR SmitH: I wish to make a statement to the Senate Banking 
Committee relative to bill 8. 3158 whereby it amends section 5144 of the United 
States Revised Statutes by eliminating cumulative voting of shares of stock in 
the election of directors of national banking associations. I am sorry to say that 
I cannot agree with the purpose of this bill 

jack in 1933, during the banking holiday, one of our local national banks 
closed its doors on March 4, 1933, and I was appointed receiver of said bank in 
December 1933. 

During the period between March 4 and December 19, 1933, there were attempts 
made to reorganize the bank but due to the desire of the management to perpetuate 
themselves in their jobs and who were able to muster a working majority of the 
stock outstanding, the banks did not reopen. I was active in an attempt to reor- 
ganize the bank during that period and was thwarted by the desire of the manage- 
ment group due to what I have described above 

If cumulative voting were mandatory at that time, I am sure the bank would 
have been reorganized, reopened and there would not have been any need for 
receivership. When I wound the receivership up in January 1939, I had paid 
83.23 percent to all classes of depositors. 

I am now a director of the First National Bank of Lewiston, Maine. The 
management of the bank consisting of the executive vice president and the 
cashier who own 22 shares of stock of the 24,000 shares outstanding If this 


bill passes, I can easily see where management could corral enough shares of 
stock to gain a working majority and the large stockholders who are the back- 
bone of the bank and who keep it stable would be out 

While there may be isolated instances of abuses in cumulative voting, to change 
the mandatory requirement would be to take the ownership privileges away from 
stockholders. 

Sincerely yours, 
ERNeEstT M. SHAPIRO. 


THe DENVER NATIONAL BANK, 
Denver, Colo., April 28, 1954. 
Hon. Homer FE. CAPEHART, 
Senate Office Building, Washington, D. C 


DrAR SENATOR CaAPpEHART: I am writing you in behalf of Senator Robertson’s 
bill S. 3158 to eliminate cumulative voting of shares of stock in the election of 
directors of national banking associations 

I am sure you will find in most, if not all cases in which this right has been 
exercised by an individual, the purpose has been to harass the other members of 
the board of directors, and not to work in the best interest of the bank as a minority 
stockholder. 

I earnestly bespeak your favorable consideration of this bill 

Very truly yours, 
Henry A. KuGELER, President. 





City NATIONAL BANK oF HAsTINGs, 
Hastings, Nebr., May 3, 1954. 
The Honorable Homer E. CAprenart, 
United States Senate, 
Senate Building, Washington, D. C. 

DEAR SENATOR CAPEHART: Senate bill No. 3158 provides for the elimination of 
accumulative voting in national banks. I understand that hearings are being 
held now on this bill. I think it is a mistake to eliminate accumulative voting 
We have had this method of voting for many years and to my knowledge, it has 
always worked out very well. It seems to me that it is the only fair way to handle 
the voting in our annual meetings. 

I have heard indirectly that some of the officers of the American Bankers 
Association and the Comptroller of Currency may favor this bill. To my know- 
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ledge this matter has never come up at our State or National meetings. I would 
like to have the matter fully discussed at our national convention this fall. 

I sincerely hope that you agree with me and if so, that you will use your best 
efforts in opposing this bill 

With kindest regards, I am, 

Very truly yours, 
FLtoyp A. HANSEN, 
Vice President. 


Tue CirizENs NATIONAL BANK, 
Akron, Colo., May 8, 1954. 
Re Senate bill No. 3158, cumulative voting for national bank directors. 
The Honorable Homer E. CapEHART, 
United States Senate, Washington, D. C. 

Dear SENATOR CAPEHART: I am writing to express my opposition to Senate 
bill 3158 which would do away with cumulative voting for national bank directors. 

\s a minority stockholder in four banks in Colorado I have invested quite a 
little money in national banks on the strength of cumulative voting. At the 
present time I have the protection that if management should not operate the 
banks to suit me, I am assured of at least my proportionate share of representation 
on the board. The change to noncumulative voting would make the minority 
interest in any bank stock of considerably less value than it is at the present time; 
especially if the minority represents a large enough block to elect one or more 
directors under the present cumulative voting system. 

Many articles have appeared recently in our magazines and newspapers about 
the growing interest of the stockholder in the affairs of his corporation. To date 
we have not had any widely publicized proxy fights in banks, but the stockholder 
is becoming more and more conscious of his rights as the owner of American 
business. It seems to me that any corporation is the property of all the stock- 
holders, not just the majority interest It is the exchange of ideas among directors 
that produces sound, progressive operation of a bank. If the directors are to be 
merely rubberstamps for the management, they serve no function at all and are 


] 


of no value 


Under either system, the majority rules. Under the present system, the 
minority has a chance to present its views, which it would not have under non- 


cumulative voting. As soon as the owners of bank stock as opposed to bank 
management understand what management is trying to do to them, I am sure 
that there will be a great many more people in opposition to Senate bill 3158. 
There are a great number of stockholders who have bought bank stock on the 
strength of the cumulative voting privilege and it does not seem right to deprive 
them of this privilege which has now been in bank charters for many years. 

Your vote against Senate bill 3158 will be greatly appreciated and will help 
preserve the independence of bank directors and stockholders. 

Very truly yours, 
WitiraM B. PAYNTER, 
Vice President. 


DENVER, Coto., May 8, 1954. 
Senator Ep C. JOHNSON, 
United States O fhice Building, 
Washington, D. C 
Strongly urge defeat of United States Senate bill No. 3158. We have enough 
monopoly in this country without going into the banking business. We in the 
livestock industry realize importance of the minority stockholder and he must 
retain his cumulative voting privileges 
S. Weispart & Co. 


DenvER, Couo., May 3, 1954. 
Senator Ep C. JoHNSON, 
Senate Office Build q, Wash gton, D.C. 


Strongly urge defeat of United States Senate bill No. 3158. We have enough 
monopcly in this country without going into the banking business. We in the 
livestock industry realize impo~tance of the minority stockholder and he must 


retain his cumulative voting privilege. 


FaRMERS Livestock COMMISSION Co. 
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DENVER, CoLo., May 2, 1954 
Re 8. 3158 (cumulative voting). 
Hon. Epwin C. JOHNSON, 
United States Senator from Colorado, 
United States Senate Office Bui ding, 
Washington, D. C. 

DEAR SENATOR JOHNSON: I have been very ill for some weeks, but I saw an 
article in today’s Denver Post which so incensed me that I felt impelled to write 
this letter. I refer to the legislation entitled S. 3158 which is now before the 
Senate Banking Subcommittee. 

This legislation, if successfully passed, would eliminate the cumulative voting 
provisions of the banking reform legislation. 


In my opinion, such a move would be the worst thing that could happen to 


banking in this country. It would discourage investment in bank securities by 
eliminating the minority director, or directors, from literally thousands of bank 
boards throughout the country. Such vigilant minority interests act as a most 


effective deterring factor and prevent majority interests from running wild and 
pursuing ill-advised and unwise acts—acts which would not only inure to the 
detriment of the banks, their shareholders, and depositors, but to the communities 
in which they are situated. 

If this legislation passes, minority shareholders will be forced to resort to 
litigation to protect their interests. Such litigation would not only undermine 
confidence in our banking fraternitv, but in the ecouomy of the country. 

I shall be glad to testify before the subcommittee if my doctors say that I am 
well enough to travel. 

Respectfully submitted. 

Fioyp W. KRAMER, 
Attorney at Law. 


> 


DENVER, CoLo., May 3, 1954. 
Hon. Ep. C. JOHNSON, 
Senate Office Building, 
Washington, D. C. 
Dear SENATOR JOHNSON: I hope you may see fit to vote against bill S. 3158. 
It would seem that this bill would shut the minority stockholder of a bank com- 
pletely out of any position whereby he might protect his investments. It would 
mean that an investor holding up to 49 percent of the bank stock could not be 
represented on the board of directors unless he were in full accord with the 
thinking of the majority stockholders 
I sincerely believe this bill should have your thoughtful consideration 
Very truly yours, 
Evita B. McCuintrocr. 


Denver, Coio., May 3, 1954 
In re 8. 3158 
Senator Epwin C. JOHNSON, 
Senate Office Building, 
Washington, D. C. 

Dear Sir: I enclose an item from the Denver Post of May 2 which is in reference 
to the above bill. It seems from this news item that the bill as written eliminates 
the provision in the Banking Act of 19383 which provides for cumulative voting 
for directors. 

Inasmuch as this method of voting has received almost universal approval in 
the organization of corporations of all kinds as well as of banks, it is almost unbe- 
lievable that any attempt would be made to eliminate this provision from the 
Banking Act. Cumulative voting for directors is the only method of voting which 
assures minority stockholders of some representation on the board of directors, 
although it does not enable them to secure a controlling representation \ny 
attempt to eliminate this method of voting could hardly be proposed by any 
group except one which is interested in seeing that minority stockholders are 
given no voice whatever in selecting directors. 

I represent minority stockholders in several banks in this area and on their 
behalf I wish to urge that you actively oppose the provision in this bill which 
would e’‘iminate cumulative voting for directors. 

Yours very sincerely, 


M. F. Wasson. 
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Tue First NatTronaL BANK, 
Wray, Co.Lo., Vay De 1954. 
Senator Epwin C. JOHNSON, 
senate Off e Build ng 
' Washington, D. C 

DEAR SENATOR JOHNSON: We have just heard that a bill has been introduced, 
known as Senate bill 3158, which eliminates cumulative voting of bank shares. 
We think this is a very bad bill, as it deprives minority shareholders of their 
privilege of getting representation on a bank board of directors. It would also 
affect the market value of the stock because there would be no demand for minor- 
ity shares. 

We are very much opposed to this bill and would appreciate any opposition 
that you migh i 


taYMOND N. MULLISON, 
Exec itive Vice Preside nt. 


DENVER, Co.Lo., May 3, 1944. 
Senator Epwin C. JoHNSON, 
United States Senate 
Wash ngton, dD. & 

Drar Ep: I understand there is a bill pending, known as Senate bill 3158, 
which would abolish cumulative voting in the national banks. The Comptroller 
of the Currency I believe has recommended it on the theory that unified boards 
are desirable for banks. This may possibly be true so far as the larger New York 
banks are concerned. For the small country bank, however, it is very important 
that the minority stockholders have some say and knowledge as to what is going on. 

Cumulative voting enables substantial minority stockholders to elect a director 
who can give the viewpoint and advice of minorlty holders. It would be a very 
rare case indeed in which there would be any attempt to interfere with the proper 
bank management It seems highly desirable to me that cumulative voting be 
retained. Should it be discarded, it seems almost certain that endless litigation 
would result as to the right of any national bank to refuse cumulative voting to 
those who have become stockholders while cumulative voting is in force. The 
cumulative voting provisions of bank and charter would seem to create a contract 
which cannot be impaired as to prior stockholders. 

Sincerely yours, 
Morrison SHAFROTH, 
Counsellor at Law. 


DENVER, CoLo., May 3, 1954. 
Senator Epwin C. JoHNSON, 
Senate Office Building, Washington, D. C. 

DeraAR SENATOR JOHNSON: I have read with interest a recent comment in the 
Denver Post in regard to a bill 8. 3158. While I am not conversant with the bill 
in its entirety, that part eliminating cumulative voting would seem to militate 
acainst the interest of minority stockholders. I trust that every consideration 
will be given the small stockholder in your decision on this bill. 

Respectfully yours, 
JoserH L. RaicHue. 


THE GREELEY NATIONAL BANK, 
Greeley, Colo., May 8, 1954. 
Hon. Epwin C. Jonnson, 
Senate Office Building, Washington, D. C. 
DEAR SENATOR JOHNSON: It is my understanding that the Senate Committee 
on Banking and Currency is at the present time studving Senate bill No. 3158, 
ith cumulative voting for directors in national banks 


whic! 





It is my eonsidered o»inion that every effort should be brought to continue 
cumulative voting as a protection for the minority groups of stockholders. Should 
cumulative voting be eliminated, management could perpetuate themselves in 
control of their banks by holding only 51 percent of the stock. Also the minority 
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groups of bank stockholders might never gain representation on the board of 
directors. 

I respectfully ask that you give this your thoughtful attention. Any move to 
eliminate cumulative voting would be a move in the direction of possibly a weaker 
system than we have at present, and as such should be avoided at all costs. The 
banking system must be constantly strengthened, not weakened. 

Respectfully yours, 
A. H. TrRAvutTWEIN, 
Executive Vice President 


STERLING, Couio., May 3, 1954. 


Hon. Epwin C. JoHNsON, 
Senate Office Building, Washington, D. C. 


Dear Mr. Jounson: I, respectfully, and as one interested in banking problems, 
call your attention to 8. 3158; which, as explained in the Denver Post of Sunday, 
May 2, would again limit the voting power of minority stockholders of banks 
and take from them the beneficial rights of the cumulative voting privilege. 

A bank, being a trustee of depositors’ funds and the financial support and safe- 
guard of its community (and of the Nation), is necessarily in a different category 
than other or private corporations. To abolish the right of the minority stock- 
holder, who in a strong sense represents the commercial public, to keep a watchful 
eye and some control on management would be a step backward in a now forward 
and strengthened banking system. The abolition of the present system would 
enable inefficient or greedy management to entrench themselves; and we can ill 
afford to revert to the old evils of one man or one group controlled banks. 

Banks have gained, through your and others’ efforts, the enviable position 
of almost unrestrained public confidence. 

Let us do nothing to shake that confidence. 

Respectfully, 
S. L. FREDREGILL. 


THE FARMERS StTaTE Bank, 
Fort Morgan, Colo., May 3, 1954. 
Re Senate bill 3158. 
Hon. Epwin C. JOHNSON, 

United States Senate, Washington, D. C. 


DEAR SENATOR JoHNSON: This bill eliminates cumulative voting of shares of 
stock in the election of directors of national banking associations. 

We have no personal interest in this bill, but I believe it is not good for banking 
generally to eliminate cumulative voting for the following reasons: 

(1) It would tend to freeze bank management. 

(2) It would deprive minority stockholders of representation. I believe a 
stockholder who owns a substantial interest in a bank is entitled to representation 
on the board. 

(3) It would lessen the value of minority shares because they would not be 
represented in management. 

I do not know when this bill will come up for a vote, but we will appreciate 
your giving the matter your thoughtful consideration. 

Thank you, and kindest regards. 

Very truly yours, 
J. H. BLoreporn, President. 





STERLING JOURNAL-ADVOCATE, 
Hon. Epwin C. JoHnson, Sterling, Colo., May 3, 1954. 
Senate Office Building, Washington, D. C. 
Dear SENATOR: I notice in vesterday’s Denver Post that Senate bill No. 3158, 
which eliminates cumulative voting of national bank shares, has been introduced 
in the Senate. 


This bill deprives minority stockholders of representation on bank boards. It 
permits one-man bank management to control the board of directors by selecting 
the men who will be invited to serve on the boards. Hence the president of a 


bank would be permitted to select the board of directors, rather than the board 
of directors selecting the president. 
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ercent of the bank stock would have complete control of a bank 
ning 49 percent would have no representation at all and no market 


1 a situation would be discriminatory and not in accordance with 
ment principl 
I hope you will oppose this bill. 
Very sincerel) 


Rorert Perreys, Publisher. 








